Stochastic volatility has negligible effect on the level of interest rates (order of magnitude of measurement error)
Money in the utility (MUI):
Real sector:
Monetary policy: Nominal yield curve is affine function of state variables
Level of yields spans volatility states: usual feature of macro-finance models with stochastic volatility
Instantaneous volatility of yields is affine in volatility states
... and so is the term premium ii. Empirics Yield = expected short rate (ER) + term premium (TP) + convexity Yield variance can be decomposed as (Cieslak and Povala, 2015, JF) :
Decomposing yield curve volatility 
